An 1996, the Congress enacted and President William J. Clinton signed into law legislation that abolished the welfare program, Aid to Families with Dependent Children (AFDC). The new Temporary Assistance for Needy Families (TANF) program that takes AFDC's place contains numerous provisions that change the relationships between the federal and state governments. On the one hand, the regulatory authority of the federal government is exercised with greater precision. In return for receiving TANF funds, states must ensure that recipients find employment within two years or otherwise be excluded from the program. No recipient may receive welfare benefits for more than a total of five years. On the other hand, states are given more discretion than previously to design and administer the program. For example, states have considerable discretion over eligibility requirements and child-care policies.
One of the most important changes involves the cost-sharing arrangements between the states and the federal government. Under AFDC, the federal government matched state grants. If state costs climbed, so did federal costs. If state benefits declined in number or size, savings accrued to both the state and federal governments. In many states, the match was divided equally between the two tiers of government. If state incomes were low, the federal share was higher-in the most extreme case, over 80 percent of the total. Under TANF, the federal government provides a lumpsum grant to the state pegged to the cost of AFDC in 1994 and 1995.' Any cost-savings accrue solely to the benefit of state governments, and any cost increments are borne entirely by the states.
Because of this shift in financial arrangements, some critics of TANF have predicted that states, under the new law, will "race to the bottom." 2 They argue that each state will feel pressured to cut its benefits for fear of having to bear the full cost of transfers given to recipients fleeing low-benefit programs in other states. The fact that each state must pay the full marginal cost of its welfare programs but also may enjoy the full marginal benefit from any savings intensifies the pressure on states to "race to the bottom."
Yet it is by no means certain that such a race will occur as each state's own economic and political characteristics help to shape its welfare policies. Moreover, states are required under the law to spend at least 75 percent as much as they did on welfare assistance in 1994 or face financial penalties. 3 However, the 75 percent rule does not adjust with inflation and can be fulfilled by a wide range of welfare-related expenditures.
Not enough time has elapsed to permit an empirical investigation of the long-term consequences of TANF. It is possible, however, to examine empirically the extent to which states were sensitive to the policies of their neighbors even in the days of AFDC. Despite the fact that the federal government provided a matching grant and established some of the broad parameters for AFDC, states had considerable discretion over eligibility requirements and, most notably, benefit levels. This article seeks to shed some light on the likelihood of a "race to the bottom" under TANF by estimating the extent to which competitive factors influenced state AFDC policy. In particular, we examine the effect of competitive relationships among the states on their welfare-benefit levels. The period under investigation is between 1976 and 1994. 
Interstate Competition

INTERSTATE COMPETITION
Most studies of state welfare policymaking have focused on factors internal to a state. They have found that wealthier states offer more generous support to the disadvantaged than do less affluent states. 4 States with conservative political traditions and those governed by conservative political leaders are likely to have more stringent policies.
5 Welfare benefits are also greater if the transfer goes to groups thought to be relatively deserving.
6 These studies have illuminated our understanding of state welfare policymaking, but they typically have not considered whether external factors also influence policy. Instead, they implicitly assume that each state is an autonomous political and economic system that acts independently of decisions made outside its boundaries. tend to innovate and that states innovate when under fiscal stress.
9 These findings are generally interpreted to imply that states learn from their neighbors what does and does not work. They lend support to Justice Louis Brandeis' characterization of states as "laboratories of democracy."
The competitive model of interstate relationships suggested by the phrase, "race to the bottom," has a sharper edge. It implies that states compete with one another, that states may pay a penalty if they do not attend to the decisions taken by their neighbor, and that more than just information is at work. The competitive model also implies that states, when making decisions, may not be deciding autonomously whether or not to adopt policies enacted elsewhere. On the contrary, the fact that these policies have been adopted elsewhere compels the state's attention. The competitive model also has more general application than diffusion theory. It applies not just to new proposals but to any policies pursued by other states, whether these are marginal changes in existing laws or breathtaking new adventures.
Drawn from the economic theory of the firm, which assumes that profitseeking, competitive firms compete to meet consumer preferences, the competitive model of state decisionmaking assumes that each state tries to attract firms, labor, and capital. 10 This competition can create a race among the states to promulgate the policies best designed to create the most hospitable business climate. States differ in their strategies for promoting economic development. Some place the greatest emphasis on developing their infrastructure, educating citizens, and offering enhanced cultural and environmental amenities. Others may try to develop economically by cutting taxes, lifting restrictions on business, restraining unions, and facilitating access to a low-cost labor force. Of course, states need not adopt either strategy exclusively; most states probably use some combination of all these techniques. The emphasis often depends upon a state's comparative advantages as well as its political situation. Strategies very likely vary over time, with the more restrictive strategies gaining in popularity during times of economic downturn.
Still, very few states are likely to promote among their competitive strategies the enactment of redistributive policies that transfer wealth from the taxpaying rich to the dependent poor. Some of this reluctance is no doubt due to the relative power of the affluent in state politics. But it is not just a matter of the political struggle internal to the state. In addition, states are likely to be concerned about the "adverse-selection" problem well known to insurance companies, the tendency of insurance programs to recruit disproportionately from among those most likely to make use of the insurance."
Similarly, states offering relatively high welfare benefits may disproportionately recruit a welfare-dependent population. Consider, for example, welfare and tax policies in two states. State A offers low taxes and little welfare; State B offers higher welfare benefits but, to cover the cost, imposes higher taxes. Given that individuals know in advance of moving to a state whether they are more likely to pay taxes or seek welfare, they may take state policies into account in making their residential choices. If so, State A will disproportionately recruit taxpayers, State B will recruit welfare recipients. Because most states would rather have taxpayers than welfare recipients, State B will suffer from adverse selection. Unlike the private sector, where adverse selection can lead to bankruptcy, no such dire consequences are likely to occur for states-at least in the intermediate run. Yet the potential for adverse selection can be expected to influence political debate and policy choice.
Aid to Families with Dependent Children
Although the debate over the potential effects of adverse selection on state welfare policy intensified during the time TANF was being enacted, the issue has long been a part of the welfare debate. The AFDC program itself was an intergovernmental program in which federal and state governments shared responsibility for its design, financing, and administration. Although costs were shared, states not only set many of the eligibility criteria; they also exercised full control over the benefit levels guaranteed to families who had no other sources of income. As a result, a state's welfare or AFDC guarantee, that is, the maximum amount that could be given to a family of a particular size, has provided the analyst one of the best measures of a state's AFDC policy because it constituted a specific state policy choice unaffected by federal recipient characteristics.
At about the same time that the U.S. Supreme Court ruled unconstitutional restrictions on the provision of welfare to newcomers, AFDC experienced numerous other changes. The Congress expanded the Medicaid program and instituted a food stamp program, both of which were made available to welfare recipients. The courts required that states follow less restrictive administrative procedures. 13 The percentage of children living in single-parent families increased, leading to greater numbers of eligible recipients. The welfare stigma was reduced by nationwide campaigns to encourage those eligible to apply.
14 By the mid-1970s, the AFDC program had aged into its mature phase, a time when welfare rolls were climbing but the welfare guarantee stagnated and began to fall ( Figure 1 ). The decline in benefit levels evoked the compelling metaphor, "race to the bottom," which gained a good deal of currency in the popular media as well as in academic and policy circles. Taken literally, it seems to mean that states will rush to be the first to eliminate all their welfare programs so as to force poor people to seek their fortune elsewhere. But serious analysts, even when using the phrase, doubt that such extreme consequences are likely, even under the more permissive TANF legislation. 15 In most cases, the phrase is meant to suggest that many states, when seeing others cut welfare benefits, will feel compelled to move in a similar direction, simply to avoid attracting recipients and repelling taxpayers. Put more simply, states, when setting welfare policies, can be expected to be marching not only to their own drum but also to that of their competitors.
It has been argued that no race to the bottom can be detected empirically because variation in state AFDC policy has not significantly declined over the years. For example, the coefficient of variation was the same in 1994 as it had been in 1976 (in both years, 0.33). Some may conclude from this that there is no evidence that there are external pressures encouraging state welfare policies to converge-toward the bottom or any other point. But this finding is open to other interpretations. Convergence may be one factor shaping welfare policy, but other equally potent factors-economic, political, and demographic characteristics as well as random shocks-may work in an opposite direction. In fact, the stability of the coefficient of variation may indicate that there is a range beyond which state welfare policies are unlikely to diverge. However many states may respond to internal forces, policymaker sensitivity to the decisions made by competing states may constrain states to remain within certain bounds. A test of the "race among the states" hypothesis requires a more exact test than a glance at the value of the coefficient of variation.
It has also been claimed that a race is unlikely, inasmuch as there is only modest evidence of adverse selection under the AFDC program. More generous states are, at most, only moderately magnetic. 16 But modest magnetic effects under the AFDC program may be the most likely outcome if policymakers are sensitive to benefit levels in other states. Actual policy differences may be kept within a range that does not generate substantial welfare-induced migration. Moreover, political leaders may perceive or anticipate a welfare magnet when social scientists are unable to detect one with certainty.
Finally, the "race to the bottom" metaphor has been criticized for implicitly extolling generous welfare programs.
17 Unless one favors an expansive welfare policy, one couldjust as easily refer to welfare cuts as constituting a race to the "top," not the "bottom." Because we do not intend in this essay to give any ideological loading to the concept, we shall, in the remainder of this essay, refer neither to bottom or top, but simply to the race among the states or, more exactly, to the sensitivity of states to the welfare policies of their competitors.
Previous research has provided some evidence that competitive pressures depress welfare benefits. For example, Peterson and Rom show that, between 1970 and 1985, high-benefit states reduced their maximum benefits by more on average than did the low-benefit states, other factors held constant. 18 In addition, they found that states with higher and more rapidly increasing poverty rates reduced annual welfare benefits more than states with lower and decreasing poverty rates. Other scholars have also reported that states set their AFDC benefits in response to those of their neighbors; for instance, Jack Tweedie reports that, between 1971 and 1987, states with benefit guarantees higher than their neighbors experienced relatively greater reductions in these guarantees.
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These studies are not without their limitations. For example, Peterson and Rom do not actually estimate the effects of neighboring states on benefit levels. Their study, rather, highlights the differences in policy changes of high-benefit and low-benefit states from 1970 to 1985. Although Tweedie does include a measure of relative benefits in his model, his statistical techniques are vulnerable to certain challenges.
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THE TEMPORAL AND SPATIAL DISTRIBUTION OF WELFARE BENEFITS
The dependent variable in this study is the AFDC guarantee or maximum monthly benefit for a family of four adjusted for differences in cost of living over time. 21 Figure 1 presents the national mean of the real AFDC monthly guarantee from 1976 to 1994. In 1976, the mean benefit was equal to $718 21 Tweedie points out that using the constant dollar measure presumes that policymakers think of benefits in terms of constant dollars. He argues for using nominal figures and then using inflation as an explanatory variable. Tweedie, "Resources Rather Than Needs." We have used constant dollars because we believe that it is reasonable to assume that policymakers are aware of the real value of benefits when they decide to raise or not to raise benefits. If nominal benefits are used as the dependent variable, and die CPI is introduced as an independent variable, r, the indicator of interstate competition, is estimated to be 0.15. This coefficient is statistically significant at the .05 level.
at Stanford University on August 1, 2013 http://publius.oxfordjournals.org/ Downloaded from with a standard deviation of $236. In nineteen years, real benefits fell to a mean of $445 with a standard deviation of $148. This decline is consistent with the hypothesis that states act competitively in setting welfare benefits; interstate competition may be leading states to cut real benefits over time. However, this decline might also be due to slow rates of economic growth, increasing conservatism among the electorate, and the possibility that policymakers view Medicaid and Food Stamp benefits (which grew during this period) as substitutes for AFDC. Note also that the maps in Figure 2 and Figure 3 reveal spatial clustering in AFDC benefit levels. Examining the map for 1976, we observe three separate clusters of high-guarantee states: the West coast states; a group consisting of Wisconsin, Minnesota, Michigan, and Iowa; and a few states in the Mid-Atlantic region. Note also the clusters of low-benefit states in the South and bands of middle-benefit states in the Mountain and Plains regions. The 1994 map does not appear to exhibit significantly different patterns of benefits. Although the guarantee is generally lower in all states in 1994 than in 1976, the clusters of high, low, and average benefit states are remarkably similar.
The existence of these clusters is consistent with the hypothesis that states are sensitive to the benefits of their neighbors. Few states appear to allow their welfare policies to diverge significantly from those of surrounding states. These patterns in the AFDC guarantee, however, may have other explanations than the sensitivity of states to their neighbors' policies. The economic, demographic, and political determinants of welfare benefits may be distributed in the same patterns as the AFDC guarantee. Consequently, we need to establish that the apparent spatial relationships exist controlling for the other major determinants of welfare policy. In the next section, we develop a model of state welfare policymaking to examine more systematically the spatial relationships observed in the maps presented in Figure 2 and Figure 3 . 
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ESTIMATING COMPETITIVE EFFECTS ON WELFARE POLICY
In this section, we construct a model of the determinants of the AFDC guarantee to help learn more precisely whether states respond to the policy decisions of their neighbors. The model is informed by bom our discussion above of the potential for strategic state behavior and by earlier research that has identified important economic, demographic, and political factors that influence state redistributive policy choices. Descriptive statistics and sources for all variables used in the analysis are given in Table 1 . To test this proposition, we estimate the effect on a state's guarantee of the average welfare guarantee of those states that border it. This estimate is based on the simple but intuitive assumption that state policymakers are more sensitive to events in their immediate vicinity than to events in more distant locations, all other things being equal. This assumption is rooted in powerful sociological and geographical theories, supported by numerous research findings, that demonstrate individual and system responsiveness to factors in their immediate neighborhood. 23 It also provides a simple, clear criterion for identifying a state's most likely competitors. Alternative ways of estimating competitive effects on state policymaking require more complex assumptions or suffer from endogenous problems. For example, it could be assumed that the guarantees of larger states influence those of smaller ones, but is it really more likely that California's benefit levels have a larger impact on Connecticut's policies than do Massachusetts' policies? And what are we to make of anecdotal claims that Arkansas's welfare benefits affect Illinois's? Alternatively, it could be assumed that a state is particularly sensitive to the policies of those states from which poor people are migrating. But inasmuch as migration could be a function of differences in benefit levels, migration rates are endogenous.
It might also be assumed that, no matter how distant, some states are leaders, others are followers. Welfare policies in Wisconsin, Michigan, Mississippi, and Texas have all received national press coverage. Perhaps decisions in these places are affecting changes elsewhere. Much of the diffusion literature on state policymaking emphasizes that some states tend to be innovators, others laggards. It might very well be the case that certain innovations that tie welfare benefits to recipient behaviors, such as "learnfare," "workfare," and "bridefare," have diffused from innovative states to other parts of the country. However, it is difficult to apply such a model to an analysis of the determinants of welfare guarantees for the simple reason that every state has a welfare guarantee, making it impossible to identify a state that was the first to act. Instead, one would have to rely on news accounts, expert opinions, or subjective assessments to determine the trendsetters.
We do not reject the possibility that alternative specifications of a competitive model might yield even more compelling results than those reported here. But as a first cut at estimating the effects of competition on state policymaking, it seems preferable to begin with the simple but powerful assumption that states are the most sensitive to the policies of their immediate neighbors.
To test the main hypothesis, we shall control for other factors affecting welfare benefits, as identified by previous research. These variables include state per capita income, state poverty levels, partisan control of state institutions, the size of the federal matching grant, the percentage of welfare recipients who are African Americans, and factors particular to specific states, as estimated using a fixed effects model. We do not interpret the results for the other independent variables because they are highly correlated and mutually dependent. As a result, the estimates of their coefficients are imprecise. Still, by controlling for these variables, we can provide unbiased and efficient estimates of the impact of interstate competition on welfare benefit levels.
Per Capita Income. Research has shown that states whose residents have higher incomes are more likely to offer higher welfare benefits than their less affluent peers. We measure affluence by the constant-dollar per capita income of state residents. 24 Although it is important to control for per capita income in a model estimating competitive effects, one may not use the results reported here as providing an accurate estimate of the specific effects of per capita income. The estimations also include a measure of partisan control, which itself could be a function of a state's per capita income. If so, its inclusion in the model may be masking some of the effects of income. Also, the estimations include poverty rates, which are highly correlated with income and, indeed, are an alternative way of measuring income.
Matching Grant. Under AFDC, the amount of matching funds that a state received from the federal government was in part a function of a state's per capita income. Although all states received from the federal government at least half the amount they paid out to recipients, states with low per capita incomes received a higher percentage, with the lowest-income states receiving more than an 80 percent rebate from the federal government. In other words, welfare assistance was more expensive for higherincome states, reducing the effect of income on benefit levels. Because this "price effect" is partially coincident with the "income effect," it is difficult to estimate them separately. Mixed results may stem from the fact that it is difficult to separate price effects from the effects of differences in state economic resources. Given that the federal matching rate is determined by state per capita income levels, the effects of the two variables, both of which are theoreticallysignificant, cannot be distinguished with any precision.
at Stanford University on August 1, 2013 http://publius.oxfordjournals.org/ Downloaded from Poverty rates. Previous research has shown that states with higher poverty rates have lower benefit levels. This has been interpreted to mean that states with higher poverty rates are particularly sensitive to the problem of adverse selection and are therefore especially likely to reduce benefits.
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The results reported in our estimations are not inconsistent with such an interpretation. However, our estimates of the effects of poverty rates are not precise. For one thing, the inclusion of the partisan control variable may mask some of the effects of poverty rates. Moreover, we include in our estimations per capita income and the percentage of recipients who are African American, two factors that are highly correlated with a state's poverty rate. Interactions among these variables may be obscuring the separate effects of each.
Partisan Control. Studies of the impact of party control on redistributive policy are not always consistent but, more often than not, they indicate that states in which Republicans are ascendant have lower benefits. 27 To control for this effect, we include a variable that reflects both the partisan balance of power in the legislature and partisan control of the gubernatorial chair. We assign a score of 100 for a state if the governor is a Democrat. The house and senate for each state receives a score equal to the percentage of Democrats in that chamber. The average of these scores measures the strength of the Democratic party relative to the Republican party in each state, with a positive sign indicating greater Democratic strength.
28 However, a complete analysis of the independent effects of parties and party systems also needs to consider the effects of party competition, divided government, the strength of party organizations, and the state's ideological configuration.
Ethnicity. Previous research has suggested that ethnicity may be an important determinant of welfare policy, though the direction of its effect is not entirely certain. On the one side, some studies have shown that support for welfare is less if the state has a higher percentage of welfare recipients who are African Americans. This finding has been interpreted as evidence that racial stereotyping reduces support for welfare benefits. In Welfare Magnets, Peterson and Rom include an index of partisan balance in the state legislature and voter turnout in gubernatorial elections. This variable had a small but statistically significant (p < .01) impact on benefits; states with greater interparty competition had higher welfare benefits. Tweedie did not confirm this finding in "Resources Rather Than Needs"; instead, he used a measure of the political ideology of a state's U.S. representatives as a proxy for public opinion. He found that the more liberal the representatives, the greater the growth in benefits. We leave it to future researchers to determine the joint impact of partisanship, political mobilization, and ideology on state welfare policies, but note Brown, "Party Cleavages." "Unpublished data collected by Daniel P. McMurrer for the U.S. Department of Labor, Advisory
Others have found that support for welfare is higher if a state has more black residents and greater black representation in the legislature, variables likely to be correlated with the percentage of welfare recipients.
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These findings have been interpreted as demonstrating that both black voters and black elites are more supportive of higher welfare benefits and that their preferences on an issue of particular concern to them are given disproportionate weight. The coefficients for ethnicity included in these estimations should not be interpreted as providing support for these hypotheses. In the estimations reported here, the effects of ethnicity may be masked by the inclusion of the partisan control variable and by the high correlations among ethnicity, income, and poverty rates.
State-Specific Characteristics. The variables included in the model do not account for all the differences between states that may affect benefit levels. If factors not included in the model are correlated with those of neighboring states, then our estimates of competitive effects would be biased. To guard against this possibility, the estimations include for each state a dummy variable that controls for its unique characteristics. In other words, we have employed a state fixed-effects model. By including the variables the literature has identified as the most important and by including a dummy variable for each state's unique characteristics, one can estimate more precisely the impact of interstate competition on a state's welfare benefits.
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SPECIFICATION AND ESTIMATION OF WELFARE POLICY
Our model is distinct from much of the literature on the determinants of state policy outputs in that it explicitly recognizes interdependencies among states. The maps presented in Figure 2 and Figure 3 suggest that AFDC benefit levels are clustered geographically. These clusters can be described as exhibiting positive "spatial autocorrelation"; states near each other have similar values of the variable of interest. Our assumption is that this spatial autocorrelation occurs in part because states influence the welfare policy choices of their neighbors. 32 The clusters on the map serve as only preliminary evidence of the race among the states because that analysis is only a univariate observation. Thus, we need to model the determinants of AFDC benefits including both intrastate factors as well as possible interstate competition.
Models of spatial autocorrelation have numerous forms in practice and unlimited versions in theory. For this study, we use the following mixed regressive-spatial-autoregressive model: y = XC+ pWy + u where y is a vector of values for a dependent variable, X is a matrix of the intrastate explanatory variables, 6 and p are effect parameters to be estimated, u is a vector of disturbances with E(u) = 0 and E(uu) = o" 2 I, and W is an n x n matrix of spatial weights. This model implies that the values of the dependent variable in some regions affect its value in others. Gary King demonstrates that this model can also be rewritten so that the expected value of the dependent variable is a geometrically distributed spatial lag of the explanatory variables and thus can be substantively interpreted as saying that the expected value of the dependent variable for a particular region is a function of explanatory values in that region and explanatory values in other regions weighted according to the form of W.
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The specification of the spatial weighting matrix W is central to the analysis. W is called a spatial lag operator and defines the structure of the anticipated relationships among geographical units. The most common form of W is a matrix that when multiplied by a vector of values for geographical data produces a vector with elements equal to the average value for contiguous regions. The hypothesized spatial relationships among states in setting AFDC benefits may be appropriately represented by this specification, and thus we define W as an n x n matrix with a value of zero for states that do not share boundaries and a value of 1 /x (x equal to the number of contiguous states for a given observation) for states that do have common borders. This model is particularly appropriate for the empirical question raised in our discussion of state welfare policymaking. Based on the theory presented above, we expect that states are sensitive to benefit levels in neighboring states. The spatial lag model with this simple weighting matrix allows precisely this interpretation of the r parameter. We can estimate if and to what extent states respond to the average benefit levels of their neighbors controlling for economic, demographic, and political explanatory variables.
OLS estimates of linear normal models with spatially lagged dependent variables are logically and statistically inconsistent. Maximum likelihood estimates of this model are consistent and efficient under typical regularity conditions. 34 Consequently, we present below maximum likelihood estimates for a mixed regressive-spatial-autoregressive model. Anselin, Spatial Econometrics, 1988. For these properties to hold, the log likelihood function that is maximized is:
The model we estimate is a time-series-crosssectional spatial model with both a temporally and spatially lagged dependent variable. Analysis of pooled time-series-cross-sectional (TSCS) data creates several well-known estimation problems. The errors from ordinary least squares (OLS) estimation of these data sets are likely to suffer from panel heteroskedasticity, contemporaneously correlated errors, and serially correlated errors.
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Recent research suggests using OLS estimates of the coefficients, calculating panel-corrected standard errors (PCSE) which are robust to panel heteroskedasticity and contemporaneously correlated errors, and modeling the serial correlation with a lagged dependent variable. 37 However, this approach is not appropriate for our study because the primary parameter of interest is the form and extent of the contemporaneously correlated errors, that is the spatial autocorrelation. Consequendy, we model the temporal dependence with a temporally lagged dependent variable and timeperiod dummy variables, while the spatial dependence is modeled with a spatially lagged dependent variable. We calculate the maximum likelihood estimates of die following spatial-regressive, autoregressive model with fixed effects: The key substantive question of this analysis is whether or not states are sensitive to the policy choices of their neighbors in setting the AFDC guarantee. Our findings are unambiguously consistent with this hypothesis. The estimated impact of interstate competition, as measured by the spatial autoregressive coefficient, r, is highly significant statistically and substantively. In statistical terms, we can be more confident that the states react to the benefits of their neighbors than to their own poverty rates, partisan characteristics, per capita income, or the ethnic characteristics of their own AFDC rolls. The coefficient (0.27) suggests that the impact of neighboring states is quite large: a $100 change (less than a standard deviation) in the average of neighboring states guarantee is associated with a $27 change in a state's AFDC monthly guarantee.
RESULTS
Too often research on the state determinants of public policy seeks to provide comprehensive statements of the effects of many factors. General models are constructed, and the findings are interpreted as providing information on the effects of each specific variable included in the model. This strategy has been used in efforts to ascertain whether political or nonpolitical variables are more powerful determinants of state policy. As interest in the effects of competition on state policy increases, one may anticipate new studies that seek to determine within a single model whether internal or external factors are more important. As attractive as diis strategy may seem in principle, in practice it may introduce considerable confusion. When factors are intercorrelated, the interpretation of the influence of each must be undertaken only after consideration of estimations that both include and exclude correlated variables.
In our view, more precision can be achieved by constructing models that control for other variables in such a way as to permit exact estimation of the impact of a specific factor of theoretical interest. Such a strategy is particularly appropriate in a situation, such as this one, where a factor of considerable theoretical and practical interest, interstate competition, has not been systematically included in previous explanatory models. Because of our primary interest in the effects of interstate competition, we do not interpret the coefficients of the control variables included in the estimations. These control variables are included in the model in order to take into account factors other research has shown to be likely determinants of welfare policy.
But even though the coefficients for control variables may be imprecise, the equation provides a good estimate of the effects of interstate competition, because we have controlled for the likely internal factors that may affect a state's welfare either explicitly or by inclusion of state-specific dummy variables.
